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Purpose and Scope 

Working with appropriatons is a specialized undertaking that requires thorough knowledge in a number of areas, 
Successfiiily meeting legislative goals means examining agency and program budgets, determining the appropriate 
course of action, and providing a balance that includes flexibility and control. 

The purpose of this document is to provide House Appropriations and Senate Finance members, as well as any 
other interested legislators, with a reference manual to supplement training on the specialized skills needed to work 
with appropriations, It is designed for use in conjunction with the document entitled "Understanding State Finances 
and the Budgeting Process", That document explains many of the terms and concepts used in this manual, as well 
as their applications to budgeting and appropriations. It is available on the Internet and through the Legislative 
Fiscal Division atthe locations listed below. 

The manual is divided into five sections, 

1. Staff Resources: An introduction to your Legislative Fiscal Division staff complete with a discussion of the 
ways in which they can assist the legislature, 

2. Appropriations Basics: A brief discussion of appropriations and budget basics to set the stage. 

3. Subcommittee Role and Structure: A discussion of the duties, responsibilities, and structure of the 
House Appropriations and Senate Finance subcommittees, which do the majority of the extensive, detailed 
work on the General Appropriations Act 

4. Show Me the Money: A discussion of the way appropriations are established for each type of expenditure, 
as well as various legislative obligations and options foraction, 

5. HB 2 A description of the General Appropriations Act and the appropriations tools available to make this 
document effective. 

Legislators and others interested in more information are urged to contact the Legislative Fiscal Division, Room 
UOA of the State Capitol, telephone 444-2986, 

The division's web address is: http://leg,mt,gov/css/fiscal/default.asp 
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Legislative Fiscal Division Staff 

Members of the Legislative Fiscal Division (LFDl staff, each of whom specializes in particular agencies, also serve 
as staff to the House Appropriations and Senate Finance committees, and to all subcommittees. Each 
subcommittee has a lead LFD staff person who is responsible for assisting the chair in duties relative to overall 
subcommittee organization, (Staff members from the Office of Budget and Program Planning attend all 
subcommittee meetings as fepresentatives ofthe Governor) 

LFD staff members have a range of expertise and are available to assist committees and subcommittees in any 
way they can, This assistance takes many forms, including but not limited to: 

• Providing the initial analysis of tie Executive Budget and writing the documents that will be used by the 
subcommittees as tools in making recommendations; 

• Serving as experts on budgeting and appropriations in general, and on the budgets and operations of 
particular state agencies under consideration; 

• Advising subcommittees on procedure and providing suggested options; 

• Providing any necessary research or clarification on matters of interest to subcommittees; and 

• Writing all language enacted, as well as accomplishing the mechanical work necessary to write bills 
recommended by subcommittees. 

Please do not hesitate to ask Legislative Fiscal Division staff members for other assistance as needed, either during 
subcommittee hearings or at any point thereafter. If you have questions, concerns, or interest in agencies outside 

ofthe subcommittee, the staff specializing in thatarea will be happy to assist you, 

A listing of staff assignments by agency for the current legislative session follows. 



LEGISLATIVE FISCAL DIVISION (LFD) 

State Capitol, First Floor, East Wing, Room 1 10 

(406)444-2986 

STAFF ASSIGNMENTS 

(with phone extensions and office numbers) 

General Government & Transportation Education (cont.) 



Greg Dewitt (Ext. 5392, Office #119) 

Secretary of Slate 

Ttaiisporlatioii 

Revenue 

Adm iiiistration 

Appelkre Defender Com mission 

Lynn Zanto (Ext 5834, Office #110A) 

Legislative Branch 

Consumer Counsel 

Judiciar>' 

Mt. Chiropractic Legal Panel 

Governor's Office 

Commissioner of Political Practices 

State Auditor's Office 

Health & Human Services 

Lois Steinbeck <Ext. 5391, Office #118) 
Pat Gervais (Ext. 1795, Office #130) 

Natural Resources & Commerce 

Gary Hamel (Ext. 5347, Office #110A) 

Fish. W ildlife & Parks 
Eiiviroiiiii eiiial Q ualiiy 
N aiiiriil R esources & Conservation 

Todd Younkin (Ext. 2722, Office #110A) 

Livestock 

Agriculture 

Commerce 

Corrections & Public Safety 

Lorene Tliorson (Ext. 5387, Office #117) 

Criiii e C onlrol D ivision 

Justice 

Public Service Regulation 

Corrections 

Todd Younkin (Ext. 2722, Office #110A) 

Military Affairs 
Labor & Industry 

Education 

Lynn Zanto (Ext. 5834, Office #110A) 

School for tlie Deafand Blind 
Board of Public Education 
M ontana Arts Council 
Library C om m ission 

M ontana Historical Society 



Pani Joehler (Ext. 5386, Room 131) 

Comniissionerof Higher Education /Boiird of Regents 

Com in unity C olleges 

Six University Units and College of Tech. 

Agricultural Experiment Station 

Extension Service 

Forestry & Conservation Experiment Station 

Bureau ofM ines & Geo logy 

Fire Services Training School 

Jim Standaert (Ext. 5389, Office #113) 
Office of Public Instruction 

Long Range Planning 

Cathy Duncan (Ext. 4580, Office #110A) 

Long-R ange B uilding 
State B uilding Energy Conservation 
R IT interest grant and loan 
Treasure State Endowment 
Libby Bond Program 

Revenue Estimating/Monitoring/Tax Policy 

TerryJohnson(Ext. 2952, Office #115) 
Jim Standaert (Ext. 5389, Office #113) 
Roger Lloyd <Ext. 5385, Office #120) 
Cathy Duncan (Ext. 4580, Office #110A) 

Public School Funding 

Jim Standaert (Ext. 5389, Office #113) 

Information Technology 

Mike Allen (Ext. 4101, Office #110A) 

Support Staff 

Cindy Campbell (Ext. 2986, Office #110A) 
Diane McDuffie <Ext. 2986, Office #110A) 

Fiscal Specialist 

Jon Moe (Ext. 4581 , Office #132) 

Principal Fiscal Analysts 

Terry Johnson <Ext. 2952, Office #115) - Revenue 
Taryn Purdy (Ext. 5383, Office #114) - Budget 

Legislative Fiscal Analyst & Director 

Clayton Schenck, (Ext. 2988, Office #116) 
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Appropriations Basics 

This section provides a refresher in basic appropriations concepts. A more detailed discussion is included in ttie 
publication entitled 'Understanding State Finances and the Budgeting Process''^ available through the Legislative 
Fiscal Division. 

Appropriations F^ecepts 

There are three foundational precepts of appropriations in Montana, from which all budgeting work derives: 

1, No state money can leave the treasury without an appropriation, 

2, Appropriations can only be made by the legislature (there are minor exceptions)^. 
3 ThecoriEtitLiionrB::jjrEsti^tl^bj:^bete^ 

The executive must present a balanced budget for legislative consideration, However, the legislature is underno 
obligation to adopt any part of the proposed budget. Rather, it is ultimately the responsibility of the legislature to 
construct and adopt a balanced budget that reflects legislative priorities for what state government should be. 

Appropriation Types 

The legislature sets a maximum amount when making an appropriation, There are three ways appropriations can 
be made: 

1, Temporary appropriations, which are good for a maximum of two years. The General Appropriations Act 

(HB 2] is the largest temporary appropriations bill. Only the legislature can authorize temporary 
appropriations. 

2, Statutory appropriations, which can only be changed through statute change. Only the legislature can 
authorize statutory appropriations, 

3, Budget amendments, which add certain types of fund (neverthe general fund] during the interim. The 
Governor, the Board of Regents, the Supreme Court, and the standing statutory legislative committees can 
authorize expenditure from budgetamendments. 



In addibon, when establishing appropriations, the following are tjue: 

1. Appropriations cannot be made to privatE individuals, associations, orcorporafons. 

2. The constitution prohibits debt tD fund deficit spending. 

3. DebtcanonJy be assumed through 2/3 voteof each chamber of the legislature. 



The following chart shows the distribution of total expenditures in fiscal 2002, by appropriation type source. As 
shown, almost 90 percent is appropriated in temporary appropriations bills. 



Total Expenditures by Appropriations Type 
Fiscal 2002 



Temporary 

88.9% 

12,833.7 million 



Budget 
AmendmenI 

0.7% 
S23.0 million 




Stalutory 
10.4% 

1330.9 million 



The primary temporary appropriations 
^real find e>^DencitLres. 



is HB 2. This bill is the appropriations source for over 80 percent- of 



Fund Types 

Government accounting is defined by the source and use of the funds, There are four main fund types: 

1. Governmental 

2. Proprietary 

3. Fiduciary 

4. University 

The legislature does not appropriate proprietary (with limited exceptions), fiduciary, or university funds, 

Governmental Funds 

When people think of "government", they are generally referring to those functions fijnded with governmentai funds. 
There are five types: 

1, General fund is defined as all financial resources exceptthose required to be accounted for in another 
fund. General fund is phmarily general tax revenues [generally applied across a very wide spectrum of 
taxpayers) used for general purposes of stat government. Because general fund can be used forany 
purpose within the law, the legislature is usually more concerned with the use and availability of general 
fund than with the other sources of revenue, 

2, Special revenue funds are defined as specific revenue sources that are legally restricted to expenditure 
for specified purposes. There are two main types of special revenue fijnds: 

a. State special revenue (money from state sources specifically earmari<ed for the purpose of 
defraying particular costs within an agency, program, or function); and 

b. Federal special revenue (revenue fi"om federal sources, usually earmarked for particular purposes 
and often requiring either a match or maintenance of a prescribed level of state participation). 



^ This figure and the percent appropriated in tDtzil temporary bills used to be higher. HB 124, passed by the 2001 legislature, changed the 
^y certain tax revenues are collected and distiibuted to local governments, resulting in significantiy higher statutory appropriations 



3. 



4. 



Capital projects hinds account for financial resources used for the acquisition or construction of major 

governmental general fixed assets. The primary capital projects account is the one used to account for 

revenues and expenditures forthe state's long-range building program, 

Debt service hinds account forthe accumulation of resources forthe payment of general long-term 

obligations, both principal and interest. 

Permanent hinds account for financial resources that are legally restricted to the extent that only eamings, 

butnotprinciple, maybe used. Permanent funds used to be called "nonexpendable trust fonds". 



General Fund 

Given the necessity that it be balanced; and its sources, virtually limitless uses, and importance as the measure of 
the state's financial healthy general fijnd is the primary focus of legislative interest, 

The following chartshows sources ofgeneral fund revenue in fiscal 2002. As shown, the largest source is 

individual income tax. 



Fiscal 2002 General Fund Revenues 
By Revenue Category - $1 ,265.7 M 



D $68,173 M 

Corporation 

Income Taxes 

5.4% 



I $312,949 
All Other 
24.7% 




D $99,734 M 
Investment 
Earnings 
7.97o 



Natural 

Resource 

Taxes 

4.1% 



I $517,568 M 

Individual 

Income Taxes 

40.9% 

D $168,421 M 
Property Taxes 

13.3% 
D $47,291 M 

Insurance Tax 

& License Fees 

3.7% 



The following chart shows general fund expenditures by governmental function in fiscal 2002, As shown, 
education^ human services, corrections, and the Department of Revenue (significantly payments to local 

governments} comprise over 88 percent of total expenditures. 



Fiscal 2002 General Fund Expenditures 
By Functional Area - $1,355.9 M 



D $164,027 M 
All Other 
12.1% 



I $268,315 M 
Public Health- 
19.8% 



D $126,288 M 
Dept. of 
Revenue 
9.37o 




D $97,864 M 
Corrections 
7.2% 



D $560,563 M 
Public School 
Support 
41.37o 



$138,848 M 

Higher 

Education 

10.2% 



If only HB 2 (and the pay plan bill) is used, the share ofthe budget devoted to education, human services, and 
corrections is almost 90 percent. 



HB 2 Genei"al Fund Expenditures by Progi"am Area 
Fiscal 2002 



Higher Ed 
\2A% -$138.8 
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10.8% 

ei20. 6 million 




Corrections 
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Hunijn Services 

'-23.8^ - J265.7 
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K-12 

44.3-^ 

1494.1 million 



Sections 



SLixomrittee 
Rde and StmclLre 



Section C ontents 

Subcommittee Role and Structure .,,,9 

Subcommittee Role 9 

Subcommittee Structure 9 

Agency Subcommittee Groupings 10 

Schedules 11 



Subcommittee Role and Structure 

There are two overarching realities that set the stage for subcommittee work on HB 2, 

• The general appropriations act (HB 21 is the vehicle through which the great majority of appropriations that 
fund state government agencies are made 

• The House Appropriations and the Senate Finance committees are the two spending committees of the 
legislature, and therefore hold primary responsibility for review and recommendations relative to HB 2 

Subcommittee Role 

Because of the size and complexity of HB 2, the normal committee bill review process (in which the committee 
examines the bill in total and makes recommendations to the full House or Senate) is insufficient. This process 
does not allow for the complexity of the bill^ nor does the session allow the time necessary for thorough review by 
the entire committee- Last, the normal process does not recognize the need for expertise of committee and staff 
members relative to the various budget areas. 

Consequently^ HB 2 is divided into sections comprised of the budgets of like-function agencies. Each section is 
reviewed by a subcommittee. This allows for more thorough review, and acquisition of agency budget expertise by 
the subcommittee members, 

The end product of subcommittee review is the first and most in-depth recommendation to the House 
Appropriations Committee about what should be contained in HB 2. The recommendation also provides for any 
other special budgetary considerations, 

Subcommittee Structure 

• Subcommittees consist of members of House Appropriations and Senate Finance committees 

• A memberofthe House is always chairman; a memberofthe Senate is always vice chairman 

• There are usually six members, who are evenly divided between chambers. Unless special dispensation 
has been made, the party holding the majority in the respective chamber also holds a majority of that 
chamber's representation on the subcommittee 

There are currently six subcommittees. 

a. General Government and Transportation 

b. Human Services 

c. Natural Resources and Commerce 

d. Institutions and Public Safety 

e. Education 

f. Long-Range Planning 

Each subcommittee is assigned a group of agencies for review, A detailed listing of subcommittee assignments for 
the current legislative session follows. 



Agency Subcommittee Groupings 



GENERAL GOVERNMENT AND 
TRANSPORTATION (Section A) 

Legislative Branch 

ConsumerCounsel 

J udiciary 

Montana Chiropractic Legal Panel 

Governor's Office 

Secretary of State 

Commissioner of Political Practices 

State Auditor 

Transportation 

Revenue 

Administration 

Appellate Defender Commission 



HEALTH AND HUMAN SERVICES 
(Section B) 

Public Health and Human Services 



NATURAL RESOURCES AND COMMERCE 

(Section C) 

Fish, Wildlife and Parks 

Environmental Quality 

Livestock 

Natural Resources and Conservation 

Agriculture 

Commerce 



EDUCATION (Section E) 

Office ofPublic Instruction 

Board ofPublic Education 

School forthe Deaf and Blind 

Montana Arts Council 

State Library Commission 

Montana Historical Society 

Office ofPublic Instruction 

Board ofPublic Education 

University Units and College of Technology 

Community Colleges 

Agricultural Experiment Station 

Extension Service 

Forestry and Conservation Experiment Station 

Bireau of M nes & Geology 

FirB Se^^>ice5 Trnnir^ School 



LONG-RANGE PLANNING (Section F) 

Long -Range Building Program 
Treasure State Endowment Program 
State Building Energy Conservation 
Resource Indemnity Trust interest 
Grant and Loan Program 
Cultural and Aesthetic Grant Program 
Libby Bond Program 



CORRECTIONS AND PUBLIC SAFETY 

(Section D) 

Crime Control Division 

J ustice 

Public Service Regulation 

Corrections 
Laborand Industry 
Military Affairs 
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Subcommittees follow the standard hearing and executive action structure, Individual subcommittees decide 

whether executive action will betaken on the same day a budget is heard, 

Schedules 

Subcommittees must complete their work prior to the 45^' legslati\e cfey. Gi\entheo\erall legslative tTBrsnlttal 
schedUes - and cfeperdr^ ipn otf^r reqJrHnents of leg^atixe leacfefshp - SLixorrnitEes rray be asted to 
corr|detev\Drkse\OBl da^ priortDtfe45" cfey. ItistfB respoTGiblitycftfe LFD staff, inccrGiMion wthtfe 
ccrmittEe chair, to estabish an initial scl'^dJe forthe corrpletion d siiDconrnttEe \Aa1c 

This schelie is pcstsd and is also a\ailade on the Irterr^ It is Lsed to pruucfe th^ offidal heair^ notices 
reqJredbylaw A san7:lesc!"edJefnxnthB2CXEIegslati\e session fbllcv\s. 

A ^neral sd^dJe of tJ^ legslati\,e session aid the ctetes ty v\hch taste 



11 



General Government and Transportation Appropriations Subcommittee 

Representative Brueggeman, Chair Senator Laible, Vice Chair 

Representative Sinrud SerBtor Bar1<LB 

RepresentHtJxe Urxfeen Senator Cooney 

Room: 317-B, StHtECaptd Time: aaWM- 12:00 Noon 



Secretary: 
Cyndie Lockett 



LFDSt3f^ 

Greg DeWitt(Ext 5392) 

Lynn ZantD (Ext 5834) 



OBPP Represents tVes: 
Mary Beth Under (Ext 4899) 
AmySassano (Ext 0619) 



** Agency Order- Executive Action Following Each Agency** 

1. Appellate Defender Commission 5. Department of Transportation 

2. Chiropractic Legal Panel 6. Commissioner of Political Practices 

3. Departnentof Administration 7. Governor's Office 

4. Departmentof Revenue 8. ConsumerCounsel/Legislative Branch 



9. Slats Auditor 

10. Secretary ofState 
11 Judiciary 



Day 


Weekday 


Date 


Tentative Schedule Topic / Agency 


LFD Analyst 


2 


Thur 


^.4 


Subcommittee member training and global issues (Capitol- Room 102) 


LFD Staff 


3 


Fri 


01/05 


Introductions and orientation 

Appellate Defender Commission - hearing and executive action 

Chiropractic Legal Panel - hearing and executive action 


GregDeWitt 
Lynn Zanto 


5 


Mon 


01/08 


Overview - legislative approval of internal service fees and charges 
Departmentof Administration- hearing 


GregDeWitt 


6 


Tues 


01/09 


Departmentof Administration - hearing 


GregDeWitt 


7 


Wed 


01/10 


8:00- 9:45 Departmentof Administration- hearing 

10:00- 12:00 Subcommittee member training - follow-up (Capitol- Room 102) 


Greg DeWitt 


8 


Thur 


01/11 


Departmentof Administration - hearing and tours 


GregDeWitt 


9 


Fri 


01/12 


Departmentof Administration- hearing wrap-up and executive action 


GregDeWitt 


11 


Mon 


01/15 


Departmentof Administration- executive action 


GregDeWitt 


12 


Tues 


01/16 


Departmentof Revenue- aqencyoverview and tour 


GregDeWitt 


13 


Wed 


01/17 


Departmentof Revenue - hearing 


GregDeWitt 


14 


Thur 


01/18 


Departmentof Revenue - executive action 


GregDeWitt 


15 


Fri 


01/19 


Secretar/ of State - hearing and executive action 


GregDeWitt 


17 


Mon 


01/22 


Department ofTransportation - hearing 


GregDeWitt 


18 


Tues 


01/23 


Departmentof Transportation - hearing 


GregDeWitt 


19 


Wed 


01/24 


Department ofTransportation - hearing 


GregDeWitt 


20 


Thur 


01/25 


Department ofTransportation - hearing and tours 


GregDeWitt 


21 


Fri 


01/26 


Departmentof Transportation - hearing 


GregDeWitt 


23 


Mon 


01/29 


Department ofTransportation - executive action 


GregDeWitt 


24 


Tues 


01/30 


Department ofTransportation - executive action 


GregDeWitt 


25 


Wed 


01/31 


Commissioner of Political Practices - hearing and executive action 
Governor's Office - hearing 


Lynn Zanto 


26 


Thur 


02/01 


Governor's Office - hearing 


Lynn Zanto 


27 


Fri 


02/02 


Governor's Office - executive action 


Lynn Zanto 


29 


Mon 


02/05 


Consumer Counsel- hearing and executive action 
Legislative Branch - hearing 


Lynn Zanto 


30 


Tues 


02/06 


Legislative Branch - hearing and executive action 


Lynn Zanto 


31 


Wed 


02/07 


StateAuditar- hearing 


Lynn Zanto 


32 


Thur 


02/08 


State Auditar- hearing and executive action 


Lynn Zanto 


33 


Fri 


02/09 


Catjzhhupday 




35 


Mon 


02/12 


Judiciary- hearing 


Lynn Zanto 


36 


Tues 


02/13 


Judiciary- hearing and executive action 


Lynn Zanto 


37 


Wed 


02/14 


Wrap-up 
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Example of Traditional Appropriations Schedule 

Legislative Days 

1-6 Feed Bill - Prepared by the Legislative Services Division. There will be hearings 

in both the House Appropriations and Senate Finance committees, 

2-43 Subcommittee Hearings on HB 2 - Subcommittees meet three to four hours, five 

days a week. 

50-55 Subcommittees Report HAC Action on HB 2 - On successive days, the five 

subcommittees present their reports to the House Appropriations Committee 
(HAC). 

56-61 Preparation of Bill and Narrative - The LFD staff takes the action of the full 

appropriations Committee and incorporates it into the original draft. The HAC 
version of the bill is a clean second reading copy that is completely substituted for 
the bill entered originally. 

The LFD staff also updates the subcommittee narrative so that it is consistent with 
the full committee actions. The updated narrative, along with the bill, is 
distributed a day or two prior to the scheduled debate in the full House. 

Long-Range Planning Subcommittee - HAC completed action and reports all 
long-range planning bills to the fioor. 

64-65 Appropriations Bill Second Reading — The bill is debated in sections. Legislative 

Fiscal Division staff update the narrative following House action. 

65 House Third Reading of Appropriations Bill. 

66-76 Senate Finance HB 2 - On successive days, the committee takes action on HB 2, 

by section. Staff updates the narrative to reflect committee action. 

79 Senate Floor Debate on Appropriations Bill. 

80 Senate Third Reading on Appropriations Bill. 
80 Senate returns appropriations bill to the House. 

81-89 Free conference committee on long-range planning and major appropriations bills. 
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Show Me the Money 

This section addresses appropriation of funds and is designed for general use by all subcommittees. Its purpose is 
to provide a primer showing how budgets are constructed, and discussing the range of legislative responsibilities 
and its options for action, Please note that each subcommittee will encounter different challenges and will need 
various kinds ofspecialized information. This section is designed forgeneral use byall subcommittees. 

The section is divided into two main parts. 

Prefacing Information: The four subjects that should be understood and/or kept in mind when examining 
the restofthe section, 

• Structure of Budgeting and the Budgeting System 

• Dealing with Revenue and Revenue Estimates 

• Levels of Expenditure 

• Global Decisions and Their Application to Subcommittee Work 

Building and Acting on the Budget: The components of the budget and how budgets are constnjcted. 
There is also a discussion of legislative responsibility and the range of potential legislative actions 
available. This section consists of four parts; 

• Personal Services 

• OtherExpenditure Items [e,g,, operating expenses, equipment grants, and benefits and claims) 

• Internal Service Functions 

• Statewide Present Law Adjustments 
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Prefacing Information 

There are a number of subjects thatthe legislature needs to become femiliarwith in orderto budget effectively, 

This section provides information on some ofthem, including: 

• How budgets are put together and the elements they must contain. This information is included in the 
section entitled, "Structure of Budgeting and the Budgeting System". 

• What the appropriations committees need to know about revenues and the revenue estimating process, 
and how revenues impact appropriations work, The section also discusses the revenue estimating 
component of writing HB 2 when programs funded with state special revenue accounts are involved. 

• How expenditures are grouped and recorded, and their bearing on appropriations determination, 

• A discussion of the decisions made in joint House Appropriations and Senate Finance committee action 
that affect all agencies, with information about how these decisions impact subcommittee action. 

Structure of Budgeting and the Budget System 

This section includes the actual form of the budget submission and the mechanism by which changes are made; 

and the subcommittee's rights and responsibilities within the budgeting structure. 

Budget Fonn 

In the December 1993 Special Session, the legislature changed the requirements for the budget. In examining 
budgets, the legislature wanted to see: 

• Actual program expenditures 

• Any changes requested in order to continue operations, but at a level adjusted for inflation or worldoad 
increases 

• Any changes resulting from new initiatives or programs, including changes in funding. 

Consequently, legislation was passed that required the budget to be presented in three tiers: 

1, The base 

2, Present law 

3, New proposals 



Base 
Budget 


+ 


PL 
Adjustment 


+ 


New 
Proposals 


— 


Agency 
Budget Request 





























PL Base 



Base 

The legislature generally uses actual adjusted expenditures from the last fully completed year as a starting point for 
the next biennium's budget. Total expenditures are adjusted to remove certain items that are not deemed 
appropriate for consideration as expenditures for on-going functions. Hence, the base used for budgeting differs 
from total actual expenditures. 
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The base is established through the following process, 

First, all actual expenditures in the base, or last completed fiscal year, are captured. 

Second, because the base is the starting point and adjustments are generally made from there, the base reflects 
only those expenditures that: 

• Fund on-going operations 

• Reflect funding approved through HB 2 or another appropriations bill 

• The legislature has previously acted upon 

The tbilowing expenditures are eliminated from the base and do not automatically appear: 
o Budget amendments^ that have not been approved by the legislature 
o Statutory appropriations^ which do not require continuance in HB 2 
o Expenditures related to functions or projects that are not anticipated to continue in the nextbiennlumor 

thatthe legislature speciflcally discontinued 
o Otheradministrative adjustments conducted during the year 

In the case of budget amendments, if agency personnel feel that expenditures will continue they must 
specifically ask for reauthorization through a decision package. 

If a change from the base {a decrease or an increase) is requested or approved by the legislature, it will be 
presented in one of two forms, depending upon its purpose: 

• As a present law adjustment; or 

• As a new proposal, 

PresentLaw 

Present law base is deflned in statute as that level of funding needed under present law to maintain operations and 
services atthe level authorized by the previous legislature, including but not limited to: 

• Changes resulting from legally mandated workload^ caseload^ or enrollment increases or decreases 

• Changes in funding requirements resulting from constitutional or statutory schedules or formulas 

• Inflationary or deflationary adjustments 

• Elimination of nonrecurring appropriations 

Present law adjustments can oftentimes be the heart not only of changes in the budget but of policy Issues, The 
primary examples are the Departments of Public Health and Human Services and Corrections^ where changes in 
caseload are considered present law, 

f^ew Proposals 

New proposals are defined in statute as "requests to provide new non-mandated services, to change program 
services J to eliminate existing services, or to change sources of funding. For purposes of establishing the present 
law base, the distinction between new proposals and the adjustments to the base budget to develop the present law 
base is to be determined by the existence of constitutional or statutory requirements for the proposed expenditure. 
Any proposed increase or decrease that is not based on those requirements is considered a new proposal." 

Budget Changes 

In establishing the three budget tiers, the legislature was particularly interested in being able to view and specifically 
acton any changes to the base requested. For this reason^ each proposed change is individually listed for specific 
legislative action. 
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Changes to the budget are proposed and/or made through a mechanism called decision packages. 

• Decision packages can be either present law adjustments or new proposals, 

• All changes proposed by the Governor use this vehicle, While a subcommittee can make any changes to 
the budget deemed necessary and appropriate, one of its primary tasks is to examine the decision 
packages proposed by the Governor. 

• Any other action taken by the legislature will be reflected in a decision package created by LFD staff. 

Subcommittee Responsibilities Within the Structure 

Subcommittees have four primary rights and responsibilities within this structure. They: 

1, Approve and fund the base, 

2, Determine whether to approve any of the Governor's present law adjustments or new proposals and set the 
level orsource offunding, 

3, Make any other changes to the budget desired by the subcommittee, 

4, Specify conditions or expectations relative to the use of the appropriations. 

Dealing iv/tfi Revenue and Revenue Estimates 

While legislative expenditure committees (i.e,, House Appropriations, Senate Finance and related subcommittees) 
do not deal directly with revenue estimates or tax bills, the amount of general fund revenue available has a direct 
bearing on their work. 

• The Montana Constitution requires a balanced that the budget be balanced before allowing the legslature 
can to adjourn. Therefore, Clearly, legislative expenditure committees of the legislature must be very 
aware of the amount of general fund available. 

• The availability of general fund could can influence each subcommittee's' options. Subcommittees maybe 
asked to work toward general fund targets within their sections or specific agencies, depending upon the 
anticipated financial position of the general fund financial position, 

Non-General Fund 

Subcommittees must, in the course of their deliberations, appropriate funds from various state special revenue 
accounts. The following factors must be considered by the legislature. 

• Total funds available for appropriation, 

• The general status and impact of various appropriation levels on the accounts. 

The LFD Budget Analysis includes any issues witfi state special revenue fund balances, LFD staff can also provide 
any additional information on the status of the accounts. 
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Levels ofExpenditiire 

Expenditures of state government are coded in a number of categories based upon object, Expenditures are 
classified at three levels: 11 category; 2] object; and 31 detail. As the names imply, the three levels become 
progressively more detailed. 

Following is an illustration of this principle, Each ofthe numbered items represent the 1^^, or "category le\^ of 
experdtuB, v\ithsarrplesof2^ and 3^ le^e>perxftLJBcfet^l1bllo\AJr^. 

l-PersoTBl sepjces 
Salaries 

RegJar 
Ouertime 
SickLea\>e 
Otf^r Corrpensation 
PerESem 
Eduction Stipend 
Berefte 

PICA 

GrDLplr^L/arre 
2 - Operating ©^^erees 

Oortracted Se^^^ces 

ConsLitHtarxi ProfessoTBl Pees 
L^^l Fees aid Coat Costs 
ConpjtET Processing (DolA or Nor>DolA) 
Studies and Materials 
Pood 
Medcal 
[VinorTooJs 
CorTTTLricatiorB 
Tra\el 
Rert 
Utilities 

Repair and (VbintETBrce 
Other Expenses 
Goocte Pucl'Bsed for Resale 
B-EqJprertandlntargbe/issets 
4- Capital Outlay 

5- Ljocal Assi^rcB (pirrailyBASE aidto schools ftomOPI) 
PromstEte soLTces 
ToCoLTties 
To Cities 
6-Grant5 

7 - Berdite and ClainB 
8- Transfers 

Wile the legslatire e>anires e^perdtires and proMctes appropriation dscLssion and cfetail at tt^ loAer le\e)s, 
tt^ appropriation is rrBcte at tt^l^ le\>el. Bu±ptsaridbj:^r^infornBtionisa\ailabeattt^3^ level, 
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Global Decisions and Tiieir Application to Subcommittee Wofk 

Each session, the House Appropriations and Senate Finance committees meet in joint session to discuss and adopt 
policies on certain global budget items, orthose items that because they are common to all agencies, require some 
consistency of action, During the joint session, the committees make recommendations that subcommittees are 
expected to follow as they do their work. 

Recommendations can coverany number of budgetary issues, but have specifically addressed the following in past 
sessions. These issues are listed and explained for purposes of reference. Other sections of this document 
include an expanded explanation of most of the issues, 

Starting point for legislative action. Do subcommittees start from the base, which requires specific action to 
add any present law adjustments, or do they begin with the Executive Budget present law, in which instance 
specific action would be needed to remove any present law items included in the Executive Budget. 

Non-discretionary increases. Agencies must bear certain costs resulting from policy decisions made by the 
previous legislature. Consistency of application and funding of these non-discretionary increases are 
necessary. The primary example is the current biennium pay plan. For the last several years the legislature 
has delayed implementation of the pay plan and has increased the pay plan during the second year of the 
biennium. Obviously, delayed implementation and second year increases mean that the full costs of the pay 
plan are not reflected in the base year expenditures. Non-discretionary costs are discussed in more detail in 
the "Statewide Present Law Adjustments" section under 'Personal Services." 

Budget decisions made centrally with costs allocated to agencies (fixed costs). How much an individual 
agency pays for certain items is determined based upon the budgets established for the programs providing 
those services. For example, the rates charged to agencies for information services provided by the 
Information Services Division are established in the subcommittee that hears the Information Services Division 
budget, and are then uniformly applied to all agencies (which they must be budgeted to pay}. Therefore, the 
joint committees have recommended that, in the instance of those fixed costs, they be funded at the level that 
reflects the rates established. This action ensures that an individual agency will not be faced with having to pay 
those fixed costs but not receiving the appropriation to do so from their subcommittee. Fixed costs are 
discussed in more detail in the "Statewide Present Law Adjustments" section. 

Inflation. Inflation is usually added to various items in the Executive Budget, The joint committees generally 
direct the subcommittees to apply all inflation adjustments consistently to all agencies. Inflation is discussed in 
more detail in the "Statewide Present Law Adjustments" section. 

Vacancy savings. The joint committees have directed the subcommittees to apply vacancy savings 
consistently. For example, one agency would not be allocated an overall rate of 10 percent while another was 
allocated 2 percent. This recommendation in no way impedes the subcommittees' ability to make other 
adjustments to personal services, including elimination of funding for FTE . Vacancy savings is discussed in 

more detail in the "Statewide Present Law Adjustments" section. 

Making changes to FTE costs. Since the MBARS system automatically assigns costs to individual FTE 
based upon the attributes of a position, there can be a disconnect between removal or addition of the FTE and 
the associated costs. The joint committees have recommended that subcommittees specify the number of FTE 
and the attributes associated with positions (e.g,, grade 131, rather than a dollar amount they wish to increase 
or decrease personal services. The system can then calculate the actual costs associated with the change. 
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Funding for potential bills or other contingencies. Occasionally, budgets are requested that include funding 

in anticipation of the passage of other legislation, In the past, the joint committees have generally 
recommended refraining from adding these funds until the bill passes, If subcommittees wish to provide 
contingency appropriations, they have two general options: 1) add the appropriation with the stipulation that the 
funds be removed if the contingency [i.e. passage of the legislation] doesn't occur; or 2) write the budget so 
that the funds are not added until the event occurs. The joint committees have consistently recommended the 
latter. 
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Building and Acting on the Budget 

This section contains a primer on the various components of the budget and discusses how they are puttogether^ 
along with the range of options available to the legislature when writing HB 2, Discussion on the following subjects 
is included: 

• How personal services budgets are built, and the range of legislative action possible in funding personal 
services, 

• How other expenditure items are built into the budget and the range of legislative action availabfe when 
funding those items, 

• How functions funded through charges to other agencies or other functions within an agency are reviewed, 
and the legislative responsibiiity for determining the rates charged. 

• Those budget items that must be decided centrally, rattier than within each subcommittee, and the 
responsibilities and range ofaction possible for each. 

Constructing Personal Services 

Personal services are constructed by looking at individual positions and associated attributes. Those attributes 

include: 

• the FIE level (whetherthe position is fiill-time or some fraction of full-time; 

• the position grade; and 

• where the position falls on the market scale (entry, midpoint market]. 

(MBARS contains, for each authorized position, the individual attributes and bene fit calculations used to construct 
the budget} 

What Positions Are Used? 

Positions are not authorized or approved by the legislature. While the legislature does not "approve" any particular 
FTE, it makes assumptions about the number and particulars of associated FTE when establishing the personal 
services budget The unique characteristics of those FTE may have changed from the previous legislative action. 
However, if the legislature used 20 FTE to establish the appropriation in the previous session, the starting point in 
the next budget cycle will be 20 FTE, (Legislative action on FTE is discussed in more detail in the following section, 
legislative Action on Personal Services,") 

How Are Benefit Levels Detennined? 

Benefits are determined by applying the unique benefit attributes to each position. For example, the state must pay 
Workers' Compensation; a portion of retirement costs; FICA, workers compensation. Medicare; unemployment 
insurance taxes; and health insurance for all employees. With the exception of health insurance, which is a set 
amount applicable to all full-time employees, the level of these payments is unique for each individual and based 
upon certain factors unique (and universal] to the type of benefit Therefore, if the FICA or Workers' Compensation 
tax rate is expected to change during the coming biennium, that change must be reflected in the budget Health 
insurance is budgeted atthe level authorized by the last legislature. 

The Mechanics of Budget Building 

Toward the end of the base year, a "snapshot" is taken of all positions within each program in each agency as 
funded in HB 2. The attributes of positions are captured, including grade and salary levels of those currently 
occupying each position (if the position is vacant the entry level salary is used]. The assumption is made that the 
person currently occupying the position will fill the position for the entire year; the current salary is captured for 
budgetary purposes. 
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Benefits expected to be in effect during the coming biennium are added to this salary, In the Executive Budget a 
vacancy savings rate may be assumed and built it into the totals,) 

Other personal services costs, such as overtime, holidays worked, and differential [for positions that must work 7 
days a week, 24 hours per day}, as well as per diem for board members, are not customahly built into the budget 
and must be added through decision packages. 

Why Can There Be Large Differences? 

There are a number of reasons why actual expenditures may vary significantly from the requested budgetary levels. 

• Vacancy savings. Positions are budgeted as if the position will be filled for the entire year, and atthe salary 
level of the person occupying the position when the "snapshot" is taken. However, vacancies can occur 
during the year. Additionally, new people coming into positions often have less experience and therefore 
receive lower salaries than their predecessors, 

• Adjustments in benefit rates. 

• Upgrades or downgrades. The grade at which a position is classified is dependent upon a number of 
factors, including duties, skills and experience required. When a change is made to those duties or 
requirements, or as a result of a review, the grade of a position may be changed. This change results in 
different salary requirements, 

(Note: The legislature cannot unilaterally upgrade or downgrade a position. This process, designed to 
protect the employee as well as the state, is conducted by the individual agencies, then reviewed and 
coordinated through the Personnel Bureau of the Department of Administration,] 

• Pay plan annualization. For the past several biennia, the legislature has provided an annual pay-plan 
increase for state employees that was implemented part-way through the year. For this reason, base 
expenditures only include a portion of the actual cost of the pay plan for the upcoming biennium. 

• Termination pay-outs in the base year that are not added into the next biennium. 

• Unusual overtime or other special expenditures. 

The legislature has also consistently assumed that some positions will be vacant during the year, and/or that 
positions will be filled at lower salary levels than those achieved by the departing employee. Consequently, the 
y-fiinded cost of personal services has been reduced by a special vacancy savings rate. 



Personal Services in the Budget 

Personal services costs fall into three tiers. 

• Actual expenditures. 

• Adjusted personal services, or the amount necessary to fiilly fund all authorized positions. This figure 
includes any adjusted benefit rates, as well as the cost to fund the positions for the full year under the 
current biennium pay plan. 

• Requested personal services - that are ultimately approved include all present iaw adjustments and new 
proposals added through decision packages. 

Legislative Action on Personal Services 

The legislature can make any number of changes to personal services from the amount included in the Executive 
Budgetamount Itcan: 

• Eliminate funding forFTE 

• Change personal service rates including per diem, overtime, or differential 

• Enactvacancy savings 

• Restrict funding for personal services 

23 



(Note: Specific language and/or line-item appropriations are required to enact some of the above.) 

The legislature cannot: 

• Change benefit levels. Changes in benefits can be made only if underlying statutes determining the benefit 
levels are changed 

• Provide upgrades or downgrades to individuals or positions 

• Prohibit the hiring of individual types of positions or require that particular positions be eliminated 

• Require the removal of individuals 

• Appropriate FTE 

Even though the legislature examines and uses FTE information, it does not approve levels of FTE ^ nor does it add 
or eliminate FTE, perse. Rather, the legislature adds or eliminates the funding dssociated with par^culdr FTE. 
While the distinction can be difficult to grasp, the bottom line is that FTE levels are essentially in the purview of the 
entity with authority over the agency (in most cases the Governor}, while funding Is a legislative prerogative, 
Obviously, FTE cannot be hired unless there is funding with which to hire, However, ultimately the Executive and 
J udicial branches have final authority overthe number and composition of FTE hired, Temporary FTE can be hired 
in the interim without legislative approval, butifFTE are added in tliis manner, and if the agency wishes to maintain 
those positions, they must be requested in a new proposal. 

Constructing the Remainder of the Budget 

The remainder of the budget for most agencies (including such items as operating expenses, equipment, grants, 
benefits and claims} is generally constructed using an incremental approach. Anticipated or desired changes to the 
level of expenditure in the base year are requested and must be justified. Individual changes to expenditure items 
are grouped in decision packages based on the purpose or cause of the change, A decision package might reflect 
a specific change or an adjustment to the overall program costs, 

A specific change, If the agency anticipates an increase in the number of peopfe requesting materials, they 
would specifically request an increase for postage and the other resources needed to address this increase 
in workload. 

Adjustment to program costs, The amount requested in the decision package simply reflects the difference 
between the total anticipated costs and the expenditures made during the base year. For example^ 
estimates of Medicaid expenditures are based upon projected numbers of recipients and the mix of 

services they require. 

Zero-Base Items 

Most expenditures are constnjcted by taking an incremental approach. Even so, all requests included in certain 
categories, regardless of how much may have been expended during the base year, must be justified in the budget. 
Such expenditures include contract services and equipment, (Note: Although the entire expenditure amount is 
justified, decision packages include only the difference between base year expenditures and the requested 

amount! 

Legislative Action 

Within the direction provided by the joint House Appropriations and Senate Finance Committees and the confines of 
statute - go for it. 
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Internal Services Functions 

Certain functions performed by programs of state government are funded by the entities receiving the services, 
The revenue is deposited in a proprietary account and the program providing the service is funded from that 
proprietary account, 

• Because the functions are funded with proprietary funds, an appropriation is not required, and the funds are 
not included in HB 2 

• The legislature approves all rates charged (Note: rates cannot be raised during the interim] 

• Rates charged to entities receiving and paying for services are included in a special section of HB 2 (All 
funds to pay for the service provided are included in the receiving agency's HB 2 budget] 

Internal services rates are established. 

• To fund programs that require centralized planning and application, control, and/or specialization. For 
example, the Department of Administration provides centralized computer services and planning, and is 
compensated by all agencies. 

• To ensure that all funding sources pay for centralized services, either on a statewide basis or within 
agencies. 

The federal government does not directly provide funding for central operations within an agency including payroll 
processing, general agency administration, rent and utilities or; for centralized statewide processes including 
warrant writing, grounds maintenance, orcapitol complex rent However, these functions support federally-fijnded 
programs. To avoid leaving the state with totally responsibility for absorbing these costs arrangements have been 
made with federal agencies through which they pay a portion of these costs through application of a charge, or 
"indirect cost' to the federally-funded programs. This charge is then applied to ail other funding sources to fund the 
central function. 

Legislative Responsibility 

Because the legislature is responsible for establishing the rates charged, it must ask: 

• What the program does and what is it proposing to do in the nextbiennium? 

• What are the rates that will be charged? Who will pay them? 

• What is the status of the fund that will receive and expend the revenue? Is the fund balance appropriate 
and adequate? What are the long-term prospects forthe health of the account? 

Subcommittee Action 

There are three circumstances that lead to three types of subcommittee action: 

• A program or function that provides internal services functions to all or most other state agencies charge a 
fixed rate, Forfunctions providing statewide services, charges made to receiving agencies are called "fixed 
costs". The General Government and Transportation Subcommittee establishes the rates for most 
programs providing this type of services. Because that subcommittee determines the rates, individual 
subcommittees hearing the budgets of agencies paying the charge have limited options. (For a more 
detailed discussion and a listing of the programs funded in this way, please see the "Fixed Cost" portion of 
the "Statewide P resent Law Adjustments" section.] 

• An agency performing functions utilized by other agencies may charge on an "as-used" basis. Examples 
include records management services offered by the Secretary of State, and Agency Legal Services 
performed by the Department of J ustice. Respective subcommittees establish rates, while subcommittees 
hearing the budgets of agencies using the services determine the appropriate level of funding and 
anticipated usage ofthe service, 

• Internal services functions may be performed within an agency. Most agencies have unique interna! 
services accounts. It is the responsibility of subcommittees to establish rates and add funds within given 
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programs to allow for payment of those charges. For example, an agenc/s centralized services function 
may perform accounting and personnel management for the entire agency, and may be funded through an 
indirect charge to the other programs, 

(Note: The LFD Budget Analysis includes a discussion of each of the internal services accounts for which rates 
must be approved.) 

Statewide Present Law Adjustments 

Statewide present law adjustments are applied globally to all state agencies. The factors generally affect all 
agencies and are beyond the control of individual agencies, Because there is global application and necessity for 

consistency of application among agencies, these adjustments are segregated from other present law adjustments. 
Statewide present law adjustments have unique requirements that must be addressed by subcommittees and the 
legislature. 

There are four statewide present law adjustments: 

1, Personal services. 

2, Inflation, 

3, Fixed costs, 

4, Vacancy savings. 

Each adjustment is discussed separately in the sections following. 

Statewide present law adjustments are presented in the top half of the Present Law Adjustments Table in the LFD 
Budget Analysis, 

Personal Services 

A numberof personal-service adjustments are made outside the parameters of decision packages. 

Non-discretionary increases to fiilly fund the pay plan authorized by the previous legislature. The 

2001 legislature funded a pay plan that provided a four percent salary increase and an insurance 
adjustment to take effect partway through fiscal 2002, A further increase was provided for fiscal 2003,3 
TT^TBtbre, the tase irrlirtes only a porticxi cf tfB artdpatEd 2CXE benriLmpersof^l services ccsts. 
TT^se adcitioral salary ccete are in statute ard mst iDe paid 

Fully funding positions. The initial budget assumes that all positions will be funded for the entire year 
Base yearexpenditures include vacancy savings. 

Other adjustments are made to personal services to arrive at the "Statewide Present Law Adjustment' amount. 
These include the removal of one-time costs such as payouts and certain personal services adjustments such as 
overtime and differential pay. These items must be included in decision packages. For a further explanation, see 
the section on "Constructing Personal Services." 

The Legislative Fiscal Division Budget Analysis includes a discussion of any issues with the statewide adjustments 
identified by the Legislative Fiscal Division Analyst. Subcommittee LFD staff can also answer any additional 
questions. 



^ Funding tDJmpfementtine plan was reduced by the legislature in special session in August, 2002. However, the components of the plan 
were notchanged. 
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Subcommittee Action on Statewide Personal Services Adjustments 

• The legislature has a wide range of options available to them relative to personal services, However, the 
starting point must first be established, 

• All agencies should begin with the same starting point. Otherwise^ some could experience what amounts 
to unspecified reductions that a re not experienced by other agencies, 

• Subcommittees should accept the initial statewide adjustments, then make personal services adjustments 
as desired, (For an explanation of the range of action on personal services available to the legislature, see 
the section entitled "Legislative Action on Personal Services,"] 

Potential MoUon 

"\ move to accept the statewide present law personal services adjustments," 

Inflation 

Inflation is a general increase (or decrease] applied to certain expenditures in order to account for anticipated 
changes in the costofthe expenditure item, 

• The Executive Budget includes certain inflation rates that are applied globally to all. 

• Globally applied inflation is included in the "Statewide Present Law Adjustments' portion of the present law 
summary tables included in the LFD Budget Analysis foreach agency, 

• If an agency has a special case for which application of an inflation rate is desired^ it must be requested in 
a separate decision package. 

Subcommittee Action on Inflation Rates 

Subcommittees must take positive action to add funding to compensate for inflation. Subcommittees should bear in 
mind: 

• That a global decision on inflation is made by the joint House Appropriations and Senate Finance 
Committees 

• All agencies should receive ttie same inflation adjustments if the inflation rate is global. If infla^on is not 
added globally, some agencies are given what amounts to a budget cut that is not experienced by other 
agencies 

• Any changes to the inflation rate applied for certain expenditures is done electronicaily as a result of the 
global action taken 

Suggested Motion 

If the joint House Appropriations and Senate Finance Committees have instructed subcommittees to apply global 
inflation rates: 

"I move to apply the inflation rates globally established by the legislature." 

Vacancy Savings 

Vacancy savings are defined as the difference between the cost of fijlly funding a position tor the year and actual 
expenditures. 

• Differences between full funding and actual expenditures can be the result of a number of factors including 

position turnover, as stated in the "Constructing Personal Services" section, 

• The legislature generally assumes agencies wiil experience some vacancy savings and buiids it into the 
budgets,'^ 



^ In the 2003 biennium, tJie legisfature applied a 4 percent vacancy savings rate ball personal services costs. This rate was then applied 
to most positions in state government The foilowing exceptions were made: 
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• The Executive Budget usually includes a proposed vacancy savings rate. This rate is included in the 
"Statewide Present Law Adjustments" portion of the Present Law Table included in the LFD Budget 
Analysis. 

Vacancy savings are expressed as a percentage of certain personal services, Forexamplej given the assumption 
that positions will, on average, be vacant for 4 percent of the year, a 4 percent reduction would be applied to the 
fully- funded cost 

Subcommittee Ac^on on Vacancy Savings 

Subcommittees must take a positive action to apply a vacancy savings rate. However, subcommittees should 
considerthe following when making this decision, 

• The joint House Appropriations and Senate Finance Committees make a recommendation to all 
subcommittees concerning the application of vacancy savings 

• All agencies should receive the same application of vacancy savings to avoid inconsistencies of application 
of a global issue 

• Subcommittees should apply the global vacancy savings rate recommended. Subcommittees can make 
recommendations tor a different application of vacancy savings in order to meet the unique requirements of 
specific agencies, including those for providing services 24 hours a day, 7 days a weelc. 

PotBntidll^otion 

"I move to apply vacancy savings at the rate established by the legislature," 

Fixed Costs 

Agencies are charged fees (called fixed costs] for a variety of services provided by other state agencies. The fixed 
costs charged to each agency are included in the "Statewide Present Law Adjustments" portion of the Present Law 

Adjustment Table, 

SubcommiHee Action on fixed Costs 

Subcommittees must take positive action to add the fiinds necessary to meet fixed costs. Even so, there are a 
number of points subcommittees should keep in mind when examining and acting on fixed costs charged to 
agencies, 

• Fixed costs are determined by the rates that must be paid to the agency providing the service. 

• If a fixed cost changes, it is due to a change in the rates charged. 

• Rates are determined by the agency providing the service, not by the agency receiving service. The 
subcommittee responsible for providing agency approves the rates, 

• Subcommittees acting on the budgets of receiving agencies should not change fixed cost amounts unless 
directed to do so because the subcommittee making recommendations on the rates charged has taken 
action. 

Subcommittees can, however, change how fixed costs are funded from the mix recommended in the Executive 
Budget, The LFD budget analysis will raise the issue about the way fixed costs are funded if necessary, 

• Agencies with fewer than 20 FTE 

• University system faculty 

• Elected officials 

The legislature fully-funded personal services tD assume full complement for the entire year, and then reduced that appropriation by the 
vacancy savings rate. 

In the 2005 biennium, the ExecubveBudgetrecommends that the same vacancy savings rate beapplied to thesame positions. 
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Types of fixed Costs 

The following describes all of the fixed costs included in agency budgets, Grounds Maintenance is heard in the 
Natural Resources and Commerce Subcommittee, All others are heard in the General Government and 
Transportation Subcommittee, 

Insurance and Bonds. The Risk Management and Tort Defense BMTD} Division of the Department of 
Administration (DofA] collects premiums from state agencies for: 

• the administration of the self-insurance program, which provides state agencies with general liability 
and automobile coverage; and 

• the purchase of commercial policies for state agency property, aircraft, and to cover other risks. Costs 
are allocated to agencies based on the actual historical loss experienced, as well as inherent exposure 
to risk. 

Payroll Service Fees. The State Payroll Program in DofA prepares and distributes payroll for all state 
agencies. Costs associated with these services are allocated to agencies based upon the number of 
paychecks issued forthe agency each year. 

SABHRS Operations Unit This unit provides all operational support for the new Statewide Accounting, 
Budgeting, and Human Resources Systems (SABHRS), In the 2003 biennium, the costs allocation process 

was based on the number of full-time equivalent employees. 

Data Network Services. The Information Services Division (ISDl of DofA charges agencies forthe technology 
network that allows each agency's personal computers to attach to the state mainframe and, via the mainframe, 
to other agency computers. Costs are allocated to agencies based upon the projected number of personal 
computers connected to the network each year, utilizing a fixed monthly rate per computer to determine the 
overall agency charge. 

Messenger Service. The Mail and Distribution Program in DofA charges state agencies for inter-agency mail 
pick-up and delivery services. Costs are allocated to agencies based upon the volume of mail generated by, 

and number of daily deliveries to, each agency. 

Rent The General Services Division |GSD} of DofA charges rent to state agencies forthe costs involved in 
maintaining office and warehouse space in the capitol complex buildings managed by GSD. Costs include 
utilities, security, janitorial services, mechanical maintenance, and minor maintenance goods and services 
including painting, lighting and carpeting. Warehouse costs are allocated to agencies based upon the amount 
of square footage of office warehouse space occupied ata fixed rate per square foot. 

Warrant Writing Fees. DofA provides warrant writing and direct deposit services for agency financial 
transactions. Costs are allocated to agencies based upon fiscal 1994 utilization of the various types of financial 
transactions. 

Audit Fees. The Legislative Audit Division charges agencies forthe costs associated with financial compliance 
audits. These charges are included in agency budgets as biennial appropriations and allocated according to 

the estimated number of billable hours for each agency audit. 

Grounds Maintenance. The Parks Division of the Department of Fish Wildlife and Parks (FWP] charges state 
agencies for capitol complex grounds maintenance and snow removal. Costs are allocated based upon the 
square footage of office space occupied. 
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MTPRRIME Debt Service. MTPRRIME (the precursor of SABHRS] was ftinded using general obligation 
bonds, The costs associated with repaying those bonds are allocated to agencies as a fixed cost in the 2005 
biennium. Costs were allocated based upon the same method used for the SABHRS Operations Unit (FTE 
levels}. 

State Fund Cost Allocation Plan (SFCAP). DofA administers the SFCAP, which charges non-general fund 
agencies and/or programs for the operating costs of state government that cannot easily be identified with 
particular funding sources. These collections are deposited to the general fund to offset a portion of those 
programs' costs, 

Operating costs of the following programs are partially recovered through SFCAP collections: State Personnel 
and the Accounting and Management Support Divisions of DofA, and the Office of Budget and Program 
Planning in the Governor's Office. Costs are allocated to agencies based on the following: 

• State Personnel - the number of FTE appropriated and classified, and the number of negotiated labor 
contracts; 

• Accounting and Management Support - the number of SABHRS and cash transactions, and actual 
expenditures; and 

• OBPP -the number of FTE and budgeted fund expenditures. 
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HB2 

This section of the manual will discuss the General Appropriations Act: HB 2, The section is divided into two 
sections: 

1, What Does the General Appropriations Act (HB 2) Do? A discussion of HB 2, its legal authority, 
possibilities and limitations, and its form and content, 

2. HB 2 Appropriations Tools: This section discusses the appropriations tools available to the legislature 
through which they can provide flexibility and control, as well as suggestions about how to use them 
effectively, 

WlAT DOES THE GtNERAL APPROPRIATIONS ACT (HB2)D0? 

• HB 2 gives state agencies the authorization to spend the great majority of the money (well over 80 
pe re e ntl ^ they reed Id operate 

• HB 2 combines the actual numerical appropriations to agencies and programs, and supplies the language 
and conditions that provide direction and delineate requirements or restrictions 

• HB 2 is a temporary spending bill, meaning that while funded operations maybe ongoing, the funding itself 
is only good for two years, After that, the next legislature must reauthorize funding to support continued 
operations 

HB 2 is a very powerful policy-making tool, 

• Agencies must have an appropriation to spend funds from the treasury 

• The legislature is the appropriations source 

• The legislature can fJace conditions on receipt of appropriations, If the agency accepts the funds, it 
accepts the conditions of the appropriation 

• Agencies must comply with HB 2 appropriations and conditions 

HB 2 is a policy roadmap forthe state. Agencies, interim legislative committees, and members ofthe public all use 
and must comply with its provisions, and rely on its direction. 

HB 2 and the Range and L/m/fatiofis of Legislative AcUon 

While HB 2 is a powerful tool, it is also important to remember that it is a temporary appropriations bill. The state's 
constitution prohibits the use of HB 2 for any other purpose other than to fund operating expenses forthe three 
branches of government to pay debt service, and to fund public schools. 

The legislature cannot put an appropriation or condition of appropriation in HB 2 that conilicts - in any way - with 
substantive law. If the instructions, restrictions, or allowances provided to an agency through language or other 
conditions are to be effective, and if they are to carry the necessary authority to compel action, there can be no 
conflict with substantive law. This issue is discussed in more detail in the "HB 2 Appropriations Tools" section of this 
manual. 



^ Prior to the 2003 biennium, this figure was over 90 percent HB 124 passed by the 2001 Legislature changed the methodology by which 
local governments receive certain revenues. As a consequence many local government reimbursements ars made witfi statutDry 
appropriation, increasing that type of appropriation's share. 

^ V\^ileHB2b tJ^cbrrirartsoucecf ^DpropriatkxisauthDrityfbrsI^ it is rot the only souce. Other appropiiatiors bills as 

passed b/the legislatLtecari also provide fi-rdir^ authority. StatiJiDryappropriatiorecanalsoprDvidefixdirg authority, and these do rot 
reqiire reauthorization by each legislatLie. Sorre finds, su:has pri\QtEand nrstprcprietery finds, can be spent inda" gereral lav\E or 
contrads. D-iingtheinterirn anagercycoddalsoreceJXiebudgetarrendrrEntaulhDrity. 
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At the same time, it is important to remember that: 

• HB 2is law. If the legislature has included a provision in HB 2 that instructs and requires an agency to do 
something and if that provision meets legal requirements, the agency is compelled to follow instructions. If 
the agency chooses notto, the legislature has two primary avenues of recourse, 

1, Legal action. The legislature can compel compliance with provisions through legal action. 

2, Budget action. During the next session, the legislature can include adjustments to budgets, or 
can clarify or strengthen measures. 

Obviously, taking legal action against an agency is a major step and one that is only taken under extreme 
circumstances. Waiting until the next session to take action means that the legislature's express instructions will 
not be followed for an entire interim, Non-compliance with parts of the law can undermine the force of the remainder 
of the law. It is therefore important that agencies know exactly what is expected of them and understand the 
consequences of non-compliance. 

There will also betimes when change impacts the language or other conditions set by a provision. In that case, the 
legislature may wish to provide a mechanism for legislative review and may allow updates relative to specific issues 
during the interim through such bodies as the Legislative Finance Committee, 

Contentand Form ofHB 2 

HB 2 consists of 4 main parts: 

• Boilerplate language 

• Appropriations by program and agency 

• Agency specific language 

• Internal service rates 

Subcommittees make recommendations for all components with the exception of boilerplate language. Each 
component is introduced in the following sections. 

Boilerplate Language 

Boilerplate language is language at the beginning of HB 2; in general, it applies to all agencies. Boilerplate 
language serves a number of purposes, including but not limited to: 

• Establishing basic parameters forthe budgetand accompanying narrative 

• Taking care of legal niceties (e,g,, severability clause} 

• Explaining terms and concepts, their application and related requirements 

• Providing other directions, restrictions, requirements, or general legislative expectations 

o If directions or sets of other instructions, restrictions, or expectations apply to all agencies, they 
should be inserted in boilerplate language 

Action on boilerplate language begins when the House Appropriations Committee begins holding hearings on the 
bili, sometime after the 45^cfey. Ane>arTplefnDrrit)^2C03sessoriisiri/iqDendxA 

Appropriations by Program and Agency 

As the vehicle for providing appropriations to operate most functions of state government, HB 2 looks different than 

other bills, which either create new statutes or alter or otherwise amend current statute, 

• Appropriations are provided to each program of state government requiring an appropriation by fund type - 
general fund, state special revenue, federal revenue, and "other" 
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• The legislature can specify "line-items"; which are appropriations at less than the program level for specific 
purposes. Line-items are discussed in more detail in the HB 2 Appropriations 'Toofe" section of this 
manual 

Agency -specific Language 

HB 2 can (but does not have to] include language to accompany an appropriation. Like boilerplate language, such 
language can serve a number of purposes. Unlike boilerplate language, under all but unusual circumstances, 
accompanying language will apply only to the specific agency. (The legislature may include language that impacts 
more than one agency, In that case, the language will generally be included in the other agenc/s budget.} The 
purposes of language are to provide: 

• Directions; restrictions, requirements, or general legislative expectations 

• A language appropriation (discussed in the "HB 2 Appropriations Tool' section) 

• Contingency language for other appropriations (also discussed in "HB 2 Appropriation Tools" section) 

Because language can be a powerful tool in the budgeting process, its uses and limitations are discussed in more 
detail in the "HB 2 Appropriation Tools" section of this manual. 

Internal Service Rates 

The legislature is responsible for approving rates charged by state agencies to other units of state government for 
services provided, These rates are published in HB 2, (Note: Appendix B shows a portion of this section from the 
2003 biennium bill. Internal service rates are discussed in more detail in the "Show Me the Money" section,) In the 
sections that foiloW; the various ways of providing greater flexibility to an appropriation are discussed in more detail. 
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HB 2 Appropriations Tools 

When the legislature determines a budget for a program or agency, it is not just providing an authorization to spend, 
It is also expressing its will and/or expectations concerning expenditure of funds era given agency action. 

• According to statute, agencies must spend funds in accordance with the expressed intent of the legislature. 

• Conditions can be placed on an appropriation. The receiving entity (agency) can choose to accept the 
appropriation or not If they choose to accept, they have also accepted any conditions attached.^ 
Ccrdticrs are placed in a nLniDer of v\e^: 

o The addition of language that expands, clarifies, compels, or instructs 
o Segregation of appropriations from the program appropriation to allow for: 

■ individual tracking and review 

■ restrictions on expenditures 

■ flexibility on expenditires between fiscal years 

■ requirements that specific items be left out of the next Executive Budget base 

In order for the legislature to fully exercise its authority and optimize its opportunities, it must understand the tools 

and how to use them effectively. This section is designed to serve that purpose by discussing the tools, as well as 
the opportunities and limitations they imply. The discussion includes: 

• HB 2 language 

• line items, which allow the legislature to break out expenditures 

• three different appropriations designations: 

o contingency appropriations 
o language appropriations 
o legislative contract authority 

HB 2 Language - Powers, Possibilities, and iimhations 

Language inserted in HB 2 can be a very powerful and effective tool that can clarify and establish legislative policy, 
compel action, and express legislative intent. Language (along with the provision of line item appropriations] is the 
primary vehicle with which the legislature provides a balance between the flexibility necessary to manage agencies 
in accordance with statutes and other mandates, and specific legislative direction. The legislature must be aware of 
language requirements and limitations in order to make this tool effective. This section discusses some of the 
impori:ant considerations to be used when detennining if and when to add language to HB 2, 

Legal Basis and Consideration of Language 

Language in HB 2 is law. 

• The General Appropriations Act is law 

• The General Appropriations Act is restricted in the state constitution to appropriations for the "ordinary 
expenses of the legislative, executive, and judicial branches, for interest on the public debt, and for public 
schools." Conditions (including language] germane to the purpose of the General Appropriations Act are 
permissible 

• Once an agency accepts an appropriation, it must spend the funds in accordance with legislative conditions 
and accept any limitations established in HB 2 



' including the Montana University System 
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Limitation and Legal Requirements 

While the Montana Constitution and statute recognize HB 2 as laW; the constitution also places a very important 
limit on what HB 2 can do, The most important thing to keep in mind when crafting language or deciding whether to 

include language in HB 2 is: 

HB 2 cannot expressly or by implication, amend (supplant, or conflict witii) substantive law. If the 
legislature wishes to change substantive law, it must be included in a separate bill. 

If language does not meet this basic requirement or if it in any other way cannot compel action^ it is either illegal or 
meaningless. Two primary consequences arise from language that does not meet these requirements. 

Legal Challenge : Language that directly or through implication attempts to change substantive law is 
subject to legal challenge, In addition to the expense involved in a lawsuit: 

• The legislature's directives are not carried out and, in the case of an unconstitutional appropriation, 
funds are notavailable forthe legislature's intended purpose 

• Lawsuits often have unintended consequences. Rulings can result in greater restrictions orinvolve 
issues that were not originally envisioned 

While HB 2 carries a clause that says if one section is declared unconstitutional it is severed from the rest 
of the bill, this clause does not guarantee that the entire bill could not be declared unconstitutional, 
particularly when the language is included as a boilerplate. If this were to occur^ state government would 
not have the money necessary to operate until the legislature could convene in a special session to pass a 
new appropriations bill. 

Lack of compelling authority: Inappropriate or meaningless language can diminish legislative authority and 
power. This places agencies in a position in which they do not have to comply with HB 2 language, This^ in 
turn, undermines all language and the general authority of HB 2. In addition, interim legislative committees 
and others can be left to choose which language to enfbrce. 

For these reasons^ when crafting language, the legislature must remain aware of applicable appropriations law, as 
well as the laws governing agency operations. The legislature must be careful to ensure that none of the language 
used in any way conflicts with or attempts to amend this law. 

Appropriations Law 

While the legislature should be aware of any statutes that would render its action in HB 2 illegal, there are a number 
of critical appropriations laws of which the legislature should be aware when establishing appropriations language 
or other restrictions, HB2cannot: 

• Give prior approval to supplemental appropriations or budget amendments 

• Require an agency to expend general iijnd priorto expending other sources of funding 

• Require or prohibit the inclusion of certain budget items in the Governor's Budget forthe nextbiennium 

• Prohibit agencies from hiring FTE or filling certain positions 

• Include any other condition that conflicts with substantive law 

Powers and Possibilities 

If the language is within legal requirements, the legislature has broad discretion. The following uses a combination 
of real-world and theoretical examples to illustrate some of the situations in which language can be used as a 
budgeting tool, 
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Language can be used to establish broad or specific legislative policy on the expenditure of the appropriation, 
including establishment of goals and objectives. 

Example: 'The department shall pursue the following goals and objectives and report on progress to the 

58^ iegslabJB: 

1) rEgsterall lix^estixkbrarxfe ty CecenterBl, 2002. . ." 

Example: 'The department shall maintain its fiscal year revenue/cost ratio for timber sales at or above 2:1 

by reducing timber sale costs or general administration costs of the timber sales program.., " 

Language can be used to direct an agency to do something, 

Example "Each department,,. shall place their respective specific and measurable goals, benchmarks, and 
objectives.,, on their respective internet websites.,." 

Example 'The department (Fish, Wildlife and Parks in this instance] is to report to the Natural Resources 
and Commerce Appropriations Subcommittee of the 58'^ legslabLiB en pqects flrxted v#i fecferal Sites 
Act nxrey arf state nBth rror^. TTb repcrt is to \rd\jde an arBl^as cf t)^ yablity for cortnLarce of 
tfB prDgamand a list of prqects flrcted vuththe rrorey" 

l^rgia^ can be lEed Id Fiace resWcticire c)n tt^ LEe of an appiDpiati^ 

Example 'Item 6f may only be used to pravide additional funding to school districts for computer 
equipment," 

Language can be used to place a contingency on an appropriation 

Example "Up to $75^000 of the amount of the appropriations in item 6f is contingent upon receiving a 

transfer of the equivalent amount of funds of public health and human services.,." 

Language can be used to clarify what the legislature expects the agency to do^ or do with the appropriation 

Example 'Expenditures brail provider rate increases approved by the legislature must be limited to the 
dollar amounts appropriated rather than a percentage amount.,." 

Example 'The department shall distribute the fiinds in,,, a way that provides reasonable assurance that the 
funds are used solely for direct care wage and benefit increases.,." 

Line Items 

HB 2 includes appropriations at the program (or division) level as a default. Once an appropriation is made, three 
courses of action come into play: 

1. The legislature may or may not have given specific direction on use of the money, 

2. Statute allows, in the absence of prohibition^ the movement of funds for different purposes or to different 
programs. If an agency has excess authority in one area, they can transfer that authority to another 
program within the agency, unless the legislature has prohibited that transfer, 

3. Expenditures generally become part of the base budget used as the starting point for the next biennium's 
budget, unless there is reason to remove them from the base. If expenditures are part of the base, a 
specific decision package must be presented to remove them. 

The legislature can exercise some additional control, in certain circumstances, by using line items. 

What are Line Items? What is the Theory Behind Their Use? 

Line items are specific appropriations in HB 2 separated from the appropriation of the program of which they are a 
part. Line items highlight certain appropriations and ensure that they can be separately tracked on the state 
accounting system. 

There are two aspects of line iteming: legislative control versus agency discretion. 
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As stated, statute allows, in the absence of prohibition, an agency to transfer funds to another program^ or to use 

funds appropriated for one purpose for another purpose, Generally, this allowance recognizes the dynamic nature 
of state government, and gives managers the latitude to manage budgets as necessary. Atthe same time, as the 
policy makers for the State of Montana, the legislature has certain expectations for the expenditure of the funds it 
provides to state agencies, and needs to retain some control overthe expenditure of those funds. 

Line items represent a balance between the legislature's ability to set policy and control budgets, and agencies' 
ability to manage in a dynamic environment. 

What are Line Items Used For? 

Line items maybe used to: 

• restrict the spending of appropriations to a specific purpose so thatthey cannot be spent elsewhere; 

• ensure that funds do not appear in the base in the next session; 

• provide for some other restriction, intent, or legislative guidance as to the expenditure of the funds; 

• provide an easy way to track expenditures for a specific function to determine how much was expended 
duhngthe biennium; and/or 

• allow the agency to spend funds in either year of the biennium. 

Mechanics of Line Iteming 

The purpose of line items can be specified through the use of one or more designations. The designation types are 
resb'icted, one-time-only (OTO), and biennial, and are deschbed as follows: 

Restricted - putting this designation on the appropriation will ensure that the funds cannot be used for another 
purpose. This designation can be used under a number of circumstances, including but not limited to the 
following scenahos: 

• The amount necessary to fund the function - or whether the function will be funded at all is unclear and the 
legislature does not wish to provide excess authority that could be used elsewhere. (Example: funds have 
been requested for an event that may not occur, such as flood control) 

• The legislature wants to ensure that the function funded is actually funded at that level, instead of taking 
lower priority through transfer of the funds duhngthe interim 

OTO (One-Time-Only) - this designation specifically states that the expenditures associated with the line item 
cannot appear in the base budget in the next biennium. There are a number of circumstances under which the 
legislature may wish to prevent expenditures from appearing in the base: 

• It is necessary to gauge the impact or efficacy of a function rather than assuming it will become an on-going 
function of state government, In this instance, if the program is to be continuing, the agency must request 
funds in a new proposal that allows for specific review and requires positive action 

• Costs are for start-up only and are not meant to continue either because the start-up costs are no longer 
necessary or because the agency is expected to continue funding through the existing budget 

• the function or project is expected or required to terminate in the coming biennium 

Real World Examples: 

1, The legislature started a new program to help troubled youth further their educations, Due to the 
lack of history, the appropriation was made as an OTO (One-Time-Only) to allow the legislature to 
gauge its effectiveness before funding continuance of the program, 

2. The legislature made a one-time-only provision of resources to restock Echo Lake with fish. 
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Biennial - appropriations are generally made for one year only. If the legislature wishes the agency to be able 
to spend the money over the entire biennium, it must designate the appropriation as biennial. The primary 
reason for providing a biennial appropriation is that when expenditures will take place over the biennium is 
unknown. 

Real World Examples: 

1, Audits, for which an agency must pay, may take place in either the first or second year (or both) of 
a biennium, depending upon the schedule adopted, 

2. The legislature established the Children's Health Insurance Program last biennium, Without a 
history of participation and because it was unknown how soon the program could be started and 
when enrollees would begin receiving services, the legislature provided a biennial appropriation. 

The legislature can also choose to create a line item that does not carry any of the designations above, if specific 
tracking on the state accounting system is desired. 

Contingency Appropriations 

Contingencyappropriations are provided when a specific event occurs or if certain conditions are met Contingency 
appropriations are reserved forthose instances when it is not certain whether: 

• the funds required will actually become available; and/or 

• the function will actually be performed. 

Real World Examples: 

1. EIS; $200,000 (state special revenue) 

"Item a is provided in the event the department must perfonn an environmental impact statement." 
In ttiis example, the department has $200,000 of authority in the event that they need to perform an 
environmental impact study (the actual cash would be provided by the entity for whom the EIS 
would be performed). 

2. The following is an example of a reverse contingency appropriatfon. 

"Item 8 contains a general fond appropriation of $27,723 in fiscal year 2000 and $57,108 in fiscal 
year 2001 for anticipated increases in tuition by the Board of Regents of 4%, If the Board of 
Regents approves college tuition increases of less than 4%, the general fund appropriation will be 
reduced a proportfonate amount," 

One ofthe most common types of contingencyappropriations is in the eventa b'tH passes, The joint Appropriations 
and Finance and Claims committees have consistently recommended that subcommittees do not employ this type 
of contingency appropriation, but rather have the legislature add the appropriation later if the bill appears assured of 
passage. Because of timing issues, the Conference Committee frequently employs contingency language when 
adding fonds to implement bills. 

Advantages and Disadvantages to Using Contingency Appropriations 

Advantage: Contingency appropriations allow for the provision of appropriatfons in uncertain conditions 
while assuring that funds will not be used if the contingency is not met. 

Disadvantage: Since contingencyappropriations - unless they are placed in language - are counted in bill 
totals, they can inappropriately inflate budgets and reduce the amount assumed available for other 
purposes in the event contingencies are not met. 
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Legislative Options 

If the legislature feels that a contingency appropriation is in order, the legislature may want to consider restricting 
the appropriation to the stated purpose, That way, if the event does not occur, the agency will not be able to move 
the authority to anotherarea ofthe budget 

Language Appropiiations 

Language appropriations are made in the language of HB 2, ratherthan in program or line item appropriations, 

Advantages and Disadvantages to Using Language Appropriations 

Advantage : The bill does not include what may turn out to be superfluous appropriations that result in an 
inappropriate inflation ofthe totals, Forexample, a language appropriation may be requested in the event 
that a specific event happens, the possibility for which exists but not in any certainty, (E.g., DEQ requests 
state special revenue authority IN CASE they have to do an environmental impact study.) 

Disadvantage : Funds that might be spent are not included in the bill totals and may be overlooked in 
examining the ending fund balance. Consequently^ the picture of how much the pote/it/"a/ appropriation is 

remains unclear. This is especially troublesome when the language appropriates general fund. 
Consequently, the legislature should be extremely careful when appropriating general fund in language. 

Required Elements 

If a language appropriation is desired, certain elements, illustrated in the following example from the 2001 biennium, 

must be present if the appropriation is to be valid, 

'The department is appropriated up to $172,000 of additional federal spending authority during each year of 
the 2001 biennium for the purpose of complying with the clean water action plan when the use ofthe funds 
is identified and when the funds become available from EPA." 

The four required elements: 

• clearly states money is appropriated 

• provides a maximum appropriation amount 

• states the funding source 

• details how the appropriation is to be use 

Legisla^ve ConbBctAuthority 

Legislative contract authority [LCA) is a type of appropriation given to agencies that traditionally receive a number 
of budget amendments. The philosophy behind the LCA is that while agencies may know they will receive funds in 
the interim, they may not know when or what the funds are to be used for. LCA authority is requested so that they 
can spend this money without going through the budget amendment process (or meet any ofthe criteria for adding 
budget amendments^). TTb legslatuB essertally proMctes an appDpiatJon in andcipation cf an LJikrDV\rL 



^ Budget amendments albwauthorfties other than the legislature to add spending authority when the legislature is not in session. The 
"approving authority" (usually the Governor) can only approve budget amendments that 

1. add federal funds (state special revenue funds can be added only due ta an "emergency") or tuition (certain other minor 
exceptions exist in otiier funds); 

2. make no presentorfutijre commitment of increased general fund; 

3. provide additional services; 

4. address issues thattiie leg islabjre could have had no knowledge of during the legislative session; arxl 

5. do not extend beyond tiie end of tiie biennium. 
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Therefore, under LCA, agencies not only do not have to meet budget amendment criteria, they are allowed to 
undertake projects and expenditures without legislative review. 

Legislative Options 

LCA authority should be used sparingly, if at all. Since funds are those that would normally be added through 
budget amendment, they should not be used for ongoing projects or funding sources, Ongoing funds should be 
requested in HB 2, If LCA is approved^ certain restrictions should be employed, In past biennia, the following 
language has been added to HB 2 in conjunction with the provision of LCA: 

• Legislative contract authority applies only to federal funds 

• Expenditures must be reported through state accounting records and kept separate from present law 
operations. In preparing the 2003 biennium budget for legislative consideration, [OBPP] may not include 
the expenditures from this item in the present law base 

• A report must be submitted by the department to the LFD following the end of each fiscal year of the 
biennium. The report must include a listing of projects complete with the related amount of expenditures 
and FTE for each project 
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APPENDIXA 

Example of Boilerplate Language 
InHB 2for2003Biennium 
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APPENDIX B 

Example of Internal Service Rates 
InHB 2for2003Biennium 
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